Create Vol Contracts: 

predetermine Realized Volatility 
period 

predetermine time during a trading 
period that observations T are taken 
predetermine annualization factor "P M 
predetermine formula for the 
calculation of Realized Volatility 
identify an exchange for listing the 
contract for trading 
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Anticipatory Period: 

market determines the 
price 



Trading 
Continues 



Realized Volatility Period: 

market determines price 
information needed to determine 
Realized Volatility becomes more 
known as time approaches 
expiration 



Trading 
Continues and 
v Ends 



Expiration Occurs: 

• all open contracts settle to the 
calculated value of Realized 
Volatility (the final settlement 
price) 
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Futures: the period being anticipated is the final settlement at expiration 
Options: the period being anticipated is from the current date to expiration 

(which naturally grows shorter as time passes) 
Vol: the period being anticipated is fixed 
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Fig. 2 




Final Settlement Price of a Vol 3 
(Moving from a constant 10% volatility period to a constant 20% volatility period) 
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Fig. 4 



